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Ideas FroM Leading Experts
TrendWatch
Small Business Bill benefits indi
viduals as well as businesses. The
Small Business Job Protection Act of
1996 provides opportunities to plan
ners to assist clients in dealing with
the provisions relating to distributions
from qualified retirement plans (see
“A Window of Opportunity Opens,”
Planner, August-September 1996). In
addition, other provisions of the bill
affect clients’ personal finances as
well as their business operations.
Among the many changes to the tax
law in the bill, the following are most
likely to affect your clients:
■ New savings plans. A new retire
ment plan option is available to busi
nesses with 100 or fewer workers.
The Savings Incentive Match Plan for
Employees (SIMPLE) is patterned
after Individual Retirement Accounts
and 401(k) plans, allowing employees
to contribute up to $6,000 per year,
with employers matching up to 3 per
cent. Gone are the complicated “test
ing” requirements designed to ensure
that the plan is as fair to all employees
as it is to highly paid employees.
■ More 401(k) contributions. More
workers can contribute a higher per
centage of salary because the bill
increases the “highly compensated”
limits from $66,000 to $80,000. The
maximum remains at $9,500. The
limits are waived if the plan matches
the first 3 percent of the contribution
dollar-for-dollar and contributes 50
percent on the next 2 percent.
Continued on page 2

AICPA

in

Financial Planning

Evolution or Extinction?
You Make the Call
By Martin Baird
Martin Baird is president of Robinson &
Associates, a marketing management firm
in Phoenix, AZ. In this article, he offers
tips to practitioners on marketing their
services.

Once it was enough to say that you are
a CPA and people knew what you could
do for them. Now that’s changing. The
CPA profession is undergoing some
amazing changes, and people’s perception
of our capabilities are getting blurred.
Now it is up to you to make the picture
clear. You can sit back and say that you
are not going to change. That usually
doesn’t work very well. Look at what hap
pened to the railroads by not adapting—
and consider the dinosaur.

What’s Inside
An Alternative CRT Plan:
Another Case Study

5

Repair or Replace Life Insur
ance Policies? A Case Study

6

President Signs Securities Bill
Into Law

7

Time is Running Out
for PFS Substitution
AICPA members with the CFP or
ChFC designation can earn the PFS
designation without taking the PFS
exam. The cutoff date is December 31,
1996. Call (800) 862-4272 (menu #1)
and request free product number
G000105.

Continued on page 2

Financial Planning With Charitable Remainder Trusts
By L. Kent Satterfield, CPA/PFS, CFP
L. Kent Satterfield, CPA/PFS, CFP, is a
partner with Crisp Hughes & Co., LLP,
Greenville, SC. In this article, he explains
how charitable remainder trusts (CRTs)
can help clients to achieve their financial
goals. He briefly reviews the charitable
contribution deduction rules, discusses
the types of CRTs and their application,
and highlights situations in which CRTs
might be appropriate. He also reviews a
recent case history to show how the CRT
can be used in real life.

with clients to reduce their income tax lia
bilities, minimize estate taxes (consistent
with their goals), and help them secure
their financial future. We provide these
services as part of a comprehensive per
sonal financial planning engagement, or,
as is often the case in my practice, as a
series of consulting engagements.
The charitable remainder trust (CRT)
can fit in with clients’ plans for achieving
their financial goals. Most, but not all,
clients who may benefit from a CRT will

As CPAs and planners, we often work

Continued on page 3
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■ S-corporation reforms. Among
other provisions, the bill increases the
maximum number of S-corporation
shareholders from thirty-five to sev
enty-five, thereby increasing opportu
nities to seek new investment capital
or structure deals. In addition, S-cor
porations can own corporate sub
sidiaries. Financial and Estate Plan
ning, August 16, 1996, pp. 59-61.

Market for ADRs will surge.
American Depositary Receipts
(ADRs) are certificates sold in the
U. S. that represent shares of compa
nies in another country. The market
for ADRs is expected to experience
an extraordinary surge in initial pub
lic offerings and secondaries and the
ADR listings are expected to be of a
better cut. The foreign firms issuing
these securities have been looking for
cash, and American investors have
been seeking diversity and yield and
more international exposure. The
New York Stock Exchange plans to
list foreign equities in their local cur
rencies on the Big Board.
The Wall Street Journal (Septem
ber 13, 1996) reports that “explosive
growth” is predicted in the market for
Asian securities in the next five years.
In general, the growth for all ADRs
will continue far into the future.
Citibank predicts that the value of
these investments will increase by
about 15 percent per year over the
next 15 years, reaching $4 trillion by
2010. Investment Dealers Digest,
August 12, 1996, pp. 12-17. ♦

So your only real choice is to change
and grow with the future. And the future is
in financial planning.
You know you need to change. How
are you going to market yourself so that
your clients know that the change has
taken place? Here are some effective mar
keting techniques that won’t shrink your
bottom line and you can use immediately.
These simple and effective marketing
techniques will help you move forward
and avoid being left behind.
Marketing is a misused and often
abused term. Marketing means communi
cating the benefits of your products or ser
vices to existing and prospective clients.
The concept is simple, so it is easy to
understand and apply.
Notice the word benefit rather than fea
ture in the definition. Very simply put,
features tell, but benefits sell. Look at
each of the following marketing tech
niques from your clients’ perspective:
How will this help clients get what they
want? How does this service make their
life easier, better, or more fun?
Here are some techniques you can use
to avoid a professional ice age:
■ Educate existing and potential clients.
Develop a continuing education system.
This system will be your way of educating
your clients to the changes in the profes
sion over the next few years. It also pro
vides a great forum to promote your
expertise and expand your services. In this
system you should include a series of post
cards, clippings, newsletters, seminars
and client appreciation programs.
■ Write thank-you notes. Your clients are
people. Even if they work for a major cor
poration, they are people like the rest of
us. And like all of us, they like to be
appreciated. One of the easiest ways to
show your appreciation of your clients
and build a stronger relationship with
them is by thanking them regularly. The
more personal you make the thank-you
note, the more impact it will have. Simply

handwrite a two- or three-line note in a
card. Doing it by hand shows your person
al touch.
This could be extra work that you feel
you don’t have time for. But, you need to
make time for it, or someone else will
make time for your clients.
■ List the breadth of your services. A must
for all CPAs is to make clients aware of
the range of services they offer. You need
to include a list of the services that you
provide on all of the materials that your
clients see. This list is very important
because it will help educate your clients
about services that they could be using.
This an effective way to educate clients
about your financial planning services.
After they read that you can advise them
about or even manage their stocks and
mutual funds, they are more likely to call
you before they make their next trade.
The list of services should be on your
letterhead, business cards, mailers, faxes
and any other marketing tool your clients
may see.
Word the list so clients can see how
your services will help to make their life
easier or help them to make more money.
How will your clients benefit from these
services? This is what they are looking for.

Repetition, Repetition, Repetition
The average American is exposed to
more than 3,000 marketing messages each
day, according to a recent study. So your
message has plenty of competition. How
can you get noticed among this overload
of messages? The answer is repetition.
You need to tell your clients the same
message over and over again. Studies
show a person needs to see your market
ing message eight times before he or she
remembers it.
This is a big deal. Most of the time, we
are tired of our message long before our
clients have seen it. Keep the message in
front of your clients as often as you can.
Continued on page 7
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Financial Planning With Charitable Remainder Trusts
Continued from page 1

itemize deductions on their Federal
income tax return. The IRS allows deduc
tions for contributions to qualified chari
ties subject to percentage limitations
depending upon the type of property given
and the type of charitable organization
receiving the property. In this article,
we’ll focus only on gifts to public chari
ties such as churches, schools and United
Way.
Gifts of cash are the most common
type of contribution. The deduction is lim
ited to 50 percent of adjusted gross
income (AGI), with a five-year carryfor
ward of excess amounts. Gifts of appreci
ated assets such as securities or real estate
are deductible at their fair market value
subject to a limit of 30 percent of AGI,
again with a five-year carryforward of
amounts exceeding the limitation.
The practitioner helps the client to take
one of the first steps toward more sophis
ticated charitable giving by advising him
or her to consider using appreciated capi
tal gain property to fund charitable contri
butions. The advantage of giving appreci
ated long-term capital gain property as
opposed to selling the property and giving
cash is that the tax that would be incurred
on the gain is avoided but the full fair mar
ket value is deducted. Using a CRT, while
more complex than an outright gift to
charity, can provide a client a means to
achieve multiple goals while ultimately
benefiting one or more favorite charities.
A CRT is a trust under which the assets
remaining after a specific period go to
charity. The period may be a set number
of years, or, more commonly, the life
expectancy of the donor or the donor and
spouse. The trust is a separate legal entity
and will typically have an independent
trustee. The trust is irrevocable, and the
planner must insure that the client/donor
fully understands that the assets con
tributed to the trust are forever out of his
or her control.
After the trust is created, its terms can
not be changed or revised. Good upfront
planning therefore is critical. The donor is
allowed to retain the right to change
trustees and to change the charitable bene

ficiary. Since the trust has a charitable
beneficiary, it is not subject to income tax
on capital gains or ordinary income. The
income that the donor will receive each
year will be taxable, most often as ordi
nary income.

When to Suggest a CRT
Many situations arise in which a plan
ner might suggest consideration of a CRT.
A client is contemplating the sale of high
ly appreciated assets, or, in the case of a
takeover, will be realizing a large gain
over which he or she has no control. A
client has valuable property which pro
duces little or no income (for example,
raw land or nondividend paying stock)
and he or she wishes to increase his or her
annual income. A client is charitably
inclined and is planning to leave assets to
charity at death, or, in the case of a mar
ried couple, at the death of the second
spouse. An executive nearing retirement
wants tax deductions now and increased
retirement income later. A professional is
maximizing retirement plan contributions,
has an investment portfolio of substantial
ly appreciated securities, and has an estate
that will be subject to a 55 percent estate
tax. In each of these situations, a CRT
could be one of the strategies a planner
presents for the client’s consideration.

CRATs and CRUTs
There are two types of CRTs, the dis
tinction being the nature of the income
stream the donor is to receive from the
trust. A charitable remainder annuity trust
(CRAT) is a CRT under which the donor
is to receive a preset annuity payment
each year. Once established, the amount
does not change regardless of the invest
ment performance of the trust’s assets.
This is comparable to a fixed income
investment, which offers safety, but no
growth potential or inflation protection.
A charitable remainder unitrust
(CRUT) is analogous to an equity invest
ment. Under a CRUT, the donor elects to
receive a percentage of the fair market
value of the trust each year. The percent
age, called the unitrust amount, is set
AICPA PFP Division

when the trust is established. The IRS
requires the percentage to be at least 5 per
cent, and most CRUTs we’ve seen are
between 5 percent and 10 percent. Thus,
with a CRUT the donor can have a realis
tic expectation that his or her annual dis
tribution will increase over time, assum
ing that the trust assets are earning an
amount in excess of the unitrust payout
percentage.
A CRUT can ultimately be more bene
ficial for the charitable remainderman,
since it can enable the trustee to invest
trust assets for growth rather than to gen
erate current income as a trustee that may
be needed to meet the annual annuity pay
ment.

Charitable Contribution Deductions
The amount of the donor’s charitable
contribution deduction for assets con
tributed to a CRT is equal to the present
value of the remainder interest going to
charity. This depends on several factors
including the annuity amount in a CRAT
or the unitrust percentage in a CRUT, the
age of the donor or the donor and spouse,
the applicable IRS discount rate (the Sec
tion 7520 rate), and, of course, the value
of the property contributed to the CRT.
The older the donor, or the donor and
spouse in the case of a joint life payout,
the higher the contribution deduction.
Likewise, the lower the annuity or unitrust
payments, the higher the deduction.
Assuming appreciated long-term capital
gain property is used to fund the CRT, the
calculated contribution deduction will be
limited to 30 percent of adjusted gross
income. As with all significant charitable
contributions, it is critical that an analysis
be done to be sure that the donor can ben
efit from a charitable deduction.
Practical Considerations
There are several practical considera
tions in determining and documenting the
amount of the charitable contribution.
First, the calculation of the value of the
charitable remainder interest is complex
and difficult to do manually. We use a
program called Estate Planning Tools
from Brentmark Software to do the calcu
lations and as a tool for considering alter
natives. Secondly, since the CRT is typi
cally funded with securities or real estate,
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the contribution is reported on IRS Form
8283, Non-Cash Charitable Contribu
tions. For assets other than publicly traded
securities, an independent appraisal must
be made not earlier than sixty days before
the date of the contribution. The planner
needs to pay close attention to the
appraisal date, since it’s common for
clients to have an appraisal done when
they begin contemplating the sale of prop
erty, which in all likelihood will be more
than sixty days prior to transferring the
property to a CRT.
Finally, the asset should be contributed
to the CRT prior to its being subject to a
binding contract of sale in order to avoid
the possibility of the IRS asserting that the
donor was in constructive receipt of the
proceeds and thus subject to tax on the
gain. In the case of real estate, at mini
mum the property should be contributed
before a sales contract is signed. Some
planners suggest the property be con
tributed prior to listing it for sale with a
broker. If closely held stock is con
tributed, there can be no binding require
ment that the trustee sell the stock. With
contributions of publicly traded securities,
constructive receipt is generally not an
issue, the exception being securities sub
ject to a tender offer. In that case, it’s rec
ommended that the contribution take
place prior to the shareholder’s meeting at
which the sale will be approved.

Case Study
To move from theory to practice, let’s
review an actual client situation which
occurred during 1995. The client is a
wealthy 68 year old who is not married,
has no children, and will be subject to the
maximum 55 percent estate tax rate. He
will leave substantial assets to charity at
his death. During 1995, a company in
which the client had an ownership interest
was to be sold, and at the projected sales
price the client would realize a 187-fold
gain. After the planner provided numerous
tax projections and discussions about the
client’s needs and goals, the client decided
to establish a CRUT with an annual pay
out percentage of 5 percent (the minimum
allowed by the IRS) and contribute a por

4

tion of the company stock to it.
The client contributed stock valued at
$2,005,763 to the CRUT before the sale
was consummated. The tax basis in this
stock was $10,691, and thus the client
avoided the $618,472 tax liability (at the
combined Federal and state capital gain
rate of 31 percent), which would have

been incurred had the stock been sold. A
charitable contribution deduction of
$1,045,444 was allowed for the contribu
tion to the CRUT, which reduced the actu
al tax liability by $344,997. Instead of
paying $618,472 in tax, the client saved
$344,997, a swing of $963,469 in the
client’s favor.
Continued on page 6

Table I

CRT Plan for Mr. Sample
Assumptions:
1. Mr. Sample’s CRT earns 8 percent per year. An annual distribution to donor of 5 per
cent beginning at first year.
2. The donor is 68 years old and will live 18 more years.
3. The assets go to charity at end of year 18.
4. The donor will be in the 55 percent estate tax bracket.
Result:

Year

Distribution
to Donor

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
Total

$100,288
102,896
105,571
108,316
111,132
114,021
116,986
120,028
123,148
126,350
129,635
133,006
136,464
140,012
143,652
147,387
151,219
155,151
$2,265,262

CRT
Earnings
$152,438
156,401
160,468
164,640
168,921
173,313
177,819
182,442
187,185
192,052
197,046
202,169
207,425
212,818
218,352
224,029
229,853
235,830
$3,443,200

CRT
ASSET
Value
$2,005,763
2,057,913
2,111,418
2,166,315
2,222,639
2,280,428
2,339,720
2,400,553
2,462,967
2,527,004
2,592,706
2,660,117
2,729,280
2,800,241
2,873,047
2,947,747
3,024,389
3,103,023
$3,183,702

Summary:
1. The donor has received $2,265,262 in income from the CRT.
2. Charity receives $3,183,702 at the death of the donor.
3. If the money had not gone to charity, the estate tax on $3,183,702 would have been
$1,751,035.
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The 1997 PFP Technical Conference
The 1997 Personal Financial Plan
ning Technical Conference promises to
give you cutting edge insight on every
aspect of PFP. The conference is sched
uled for January 13-15, 1997 at the
Hyatt Regency Hill Country Resort in
San Antonio, TX. Participants can earn
21 CPE hours in sessions that provide
guidance from a variety of experts on
practice management, client service and
technical issues.
The conference will open with com
ments from futurist Edie Wiener who
will predict the demographic and eco
nomic trends that will have an impact on
your PFP practice. Following that, Roger
Gibson, CFA, of Gibson Capital Man
agement, Ltd. (Pittsburgh, PA) will dis
cuss how you can help clients to meet
long-term financial goals in the face of
extreme market conditions and how you
can communicate your investment
approach to clients and provide them
with a realistic frame of reference of
portfolio performance. The morning ses
sion will conclude with a presentation by

Judy G. Barber of JGB Associates (Napa,
CA) on “Working with Wealthy Clients:
The Personal Side of Estate Planning.”
In the afternoon, at the concurrent ses
sions, you’ll receive additional guidance
that will give you a competitive edge and
help you build a sound PFP practice. The
sessions will cover such topics as meet
ing the challenges of monitoring and
measuring investment performance;
financial planning in cyberspace; the
future of long-term care and its impact on
your clients; the uses and abuses of Qual
ified Personal Residence Trusts;
advanced portfolio construction strate
gies; practical techniques for assessing
your clients’ risk tolerance; sophisticated
charitable giving with trusts; life insur
ance companies and their products:
myths and realities; and coping with
recipients of the coming generational
wealth transfer. (Details about the con
current sessions and the speakers are pro
vided on the other side of the page.)
The conference will close with a gener
al session, “Navigating the Sea of Change

to a More Profitable PFP Practice.”
In addition to gaining valuable practi
cal information and enjoying San Anto
nio’s moderate weather (50-70 degrees in
January), participants will have an oppor
tunity to network with experts and peers
in a social and business environment and
to see what’s hot in PFP products at the
extensive exhibitor forum. The social
opportunities for networking include a
golf tournament on Sunday, January 12, a
welcome reception on Monday evening,
the traditional fun run/walk on Tuesday
morning, and a Taste of Texas dinner on
Tuesday evening. Spouse/guest programs
include a golf clinic and a tour of San
Antonio, including the River Walk and
the Alamo.
Members of the PFP Section get $100
off the $725 registration fee. For more
details about the conference, call the
AICPA Meetings and Travel Services
Department at (201) 938-3232. To regis
ter for the conference using Visa, Mas
terCard or Discover, call 1-800-8624272. ♦

Registration Form
10th Annual AICPA 1997 Personal Financial Planning Technical Conference
AICPA member Yes □ No □

AICPA membership #

PFP Section member Yes □ No □

VH

PFS Designee Yes □ No □

Registrant’s last name
First
MI
Nickname for badge
Firm name or affiliation_______________________________________________________________________________________________
Street Address
Suite
P.O. Box
City
State
Zip Code
Business Telephone
Name of registered spouse/guest
Nickname for badge
Name and telephone number of person to contact in case of emergency___________________________________________________________
Please check registration category:
PFP Section members/ PFS designates
Non-PFP membership
□ 99 $95 New PFP Membership (pro-rated for 11/96-7/97)
If you register before 12/15/96
□ M5 $600
□ M6 $700
□ G1 $50 Spouse/ Guest (name)
□ M7 $625
If you register after 12/15/96
□ M8 $725
□ 92 Golf Tournament $75 per person (x #)
Group Discount 1 (x #___
)
□ N6 $660
□ 94 Golf Clinic $60 pp (x #_____) □ 95 Optional party $45 pp (x #____ )
□ M9 $560
Fun Run/ Walk Tuesday, January 14 6: 30 am—7:30 am
At the Golf Tournament, I wish to be teamed with:
□ 90 participant
□ 91 guest
1.2.3,
My golf handicap is
. (A handicap of 8 will be assumed if none is provided.)
Full payment must accompany form.
My check for $payable to the AICPA is enclosed. Or Please bill my credit card:
In accordance with the Americans with Disabilities
Act, do you have special needs?
□ Yes □ No (If yes, you will be contacted.)

□ MasterCard □ VISA □ Discover
Complete the following information:
Card #Exp. Date
Signature
Amount $

MAIL TO: American Institute of CPAs, Meetings Registration, P.O. Box 2210, Jersey City, NJ 07303-2210
PHONE: 800-462-4272 (MasterCard, VISA, or Discover only)
FAX TO: 201 -938-3169 (MasterCard, VISA, or Discover only)
(See other side for hotel and airline information)

AICPA PFP Division

PLANNER
The Tenth Annual AICPA Personal Financial Planning Conference
Concurrent Sessions
Practice Management

Client Service

Technical Issues

Financial Planning in Cyberspace:
the New Frontiers for Practice
Management and Client Service

When PFP Reaches Beyond the
Border
Charles M. Hornberger, JD
Cauthorn Hale Hornberger Fuller
Sheehan & Becker
San Antonio, TX

Meeting the Challenges of
Monitoring and Measuring
Investment Performance
Eleanor K. H. Blayney, CFP
Sullivan, Bruyette, Speros &
Blayney, Inc. McLean, VA

Client Relationships

Retirement Plans—Livelihood,
Liability, or Legacy
Marvin R. Rotenberg
Bank of Boston, Boston, MA

Tony Batman,CPA/PFS, CFP, CFA,
CIMA
1st Global Partners
Dallas, TX

The CPA/Planner in the Year 2000
Steven I. Levey, CPA/PFS
Gelfond Hochstadt Pangbum & Co.,
Denver, CO
Richard Parchman, CPA, MS
Voss, Parchman & Co., PC, San
Antonio, TX
Robert Lees, CPA/PFS Wexler Jones
& Lees, PC
Albuquerque, NM

Coping With The Recipients of the
Coming Generational Wealth
Transfer
Richard Parchman, CPA MS,
Voss Parchman & Co.,
San Antonio, TX
Charles A. Granstaff
Law Offices of Charles A. Granstaff
San Antonio, TX

Robert Lees, CPA, PFS
Wexler, Jones & Lees, PC
Albuquerque, NM

Utilizing Planning Software to
Enhance Client Understanding
Barton C. Francis, CPA, PFS, CFP,
MST
WealthQuest Ltd.
Palmyra, PA

Profit Throughout the Systematic
Delivery of PFP Services
Terry M. Stock, CPA/PFS
Friendswood, TX
Practical Techniques for Assessing
Your Clients’ Risk Tolerance
Deena Katz, CFP
Evensky, Brown, Katz & Levitt
Coral Gables, FL

Building a Better Marketing Plan
Michael E. Parchman, CPA
Arthur Andersen
San Antonio, TX

Sophisticated Charitable Giving
With Trusts
Ted Kurlowicz, JD, LLM, ChFC,
CLU, AEP
The American College
Bryn Mawr, PA

Life Insurance Companies and Their
Products: Myths and Realities
Richard M. Weber CLU
Fee for Service, Inc. Tampa, FL

Effective Wealth Preservation Using
FLPs, LLCs and Valuation Discounts
Owen Fiore, CPA, JD
The Fiore Law Group, San Jose, CA

Choice of Business Entity Planning
for Private Businesses and
Investments
William H. Lester, Jr.
Cox & Smith, Inc., San Antonio, TX
Planning for the Individual:
Identifying and Avoiding Excise
Taxes in the Estate

Assembling a Financial Team to Suit
Your Practice
Martin J. Satinsky, CPA, JD, LLM
Martin J. Satinsky & Associates, PC
Philadelphia, PA

James A. Shambo, CPA/PFS
Shambo & Anderson, PC,
Colorado Springs, CO

The Future of Long-Term Care and
Its Impact on Your Clients
Harley Gordon, JD
Gordon & Friedler, Boston, MA

Risk Management Strategies for
Your Practice
John A. Dodsworth, CPA
CAMICO Services, Inc.
Redwood City, CA

Uses and Abuses of Qualified

TRAVEL ARRANGEMENTS

For reservations, contact the hotel directly. Mention that you will be attending the AICPA Financial Planning
Technical Conference to receive the group rate.
Hyatt Regency Hill Country Resort
9800 Hyatt Resort Drive, San Antonio, TX 78251
(210) 647-1234
Single: $141 Double: $162 special group rate
After December 13, 1996, rooms will be on a space available basis only.
AIRLINE INFORMATION

American Airlines - Star File S-9375 800-433-1790
Continental Airlines - Reference Code NLNJ2T 800-468-7022
Delta Airlines - File #N 1600 800-241 -6760
Discounts only available when you or your travel agent book through the 800 number. It is advised that your confer
ence registration and hotel reservation be confirmed prior to making your flight plans. The AICPA is not liable for any
penalties if you cancel/change your airline reservations.

AICPA PFP Division

Ronald J. Linder, Esq., CPA
Delagnes, Linder & Zippel,
San Francisco, CA

Advanced Portfolio Construction
Strategies
Harold Evensky, CFP
Evensky, Brown, Katz & Levitt
Coral Gables, FL

PLANNER
An Alternative CRT Plan: Another Case Study
by Ralph D. Bultman, CPA/PFS,
CLU, ChFC
Ralph D. Bultman, CPA/PFS, CLU,
ChFC, of Bultman & Associates provides
financial counseling and insurance and
tax planning from his office in Waukesha,
WI. Here he offers an alternative plan for
the subject of the case study in the article
on page 1 “Tax Planning With Charitable
Remainder Trusts” by L. Kent Satterfield,
CPA/PFS, CFP.

USE OF A CHARITABLE REMAINDER TRUST
TO MAXIMIZE BENEFITS TO HEIRS
IRREVOCABLE
WEALTH
REPLACEMENT
TRUST
$1,600,000
of Insurance

What if Mr. Sample wanted to leave
some assets to heirs? Here’s an alternative
plan that illustrates how this could be
accomplished by funding an irrevocable
life insurance trust (wealth replacement
trust).
By taking a higher payout of 10 percent
instead of 5 percent, the charitable deduc
tion will be reduced from more than
$1,000,000 to about $600,000. The addi
tional cash flow from the CRT of $100,000
($65,000 after tax at 35 percent) could fund

Alternative CRT Plan For Mr. Sample
Year

Distribution to
Donor 10%

CRT Earnings
8%

$200,576
194,960
189,501
184,195
179,038
174,025
169,152
164,416
159,812
155,337
150,988
146,760
142,651
138,657
134,774
131,001
127,333
123,767
$2,866,944

$144,415
140,371
136,441
132,621
128, 907
125,298
121,789
118,379
115,065
111,843
108,711
105,667
102,709
99,833
97,038
94,320
91,680
89,112
$2,064,199

Initial Value
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
Total

CRT Asset
Value
$2,005,763
1,949,602
1,895,013
1,841,953
1,790,379
1,740,248
1,691,521
1,644,158
1,598,121
1,553,374
1,509,880
1,467,603
1,426,510
1,386,568
1,347,744
1,310,008
1,273,327
1,237,674
1,203,019

Life Insurance
Premium
$65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
65,000
$1,170,000

Policy Death
Benefit
$1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000
1,600,000

Summary:
1. The donor has received $2,866,944 in income from the CRT. Some of this income is used to fund a wealth
replacement trust.
2. Charity receives $1,203,019 at the death of the donor.
3. Heirs receive $1,600,000 from a life insurance policy in trust.

AICPA PFP Division

a life insurance policy of
around $1,600,000. Using
the annual exclusion gifts
or unified credit gifts to
fund an irrevocable trust,
this policy could be held
outside of the donor’s tax
able estate.
The effect of taking a
higher payout is to allow
the funding of a wealth
replacement trust. While
this strategy leaves a
smaller amount to charity,
it allows donors with heirs
to take advantage of the
CRT transaction.
The use of a wealth
replacement trust makes
the CRT attractive to
many more individuals. It
is the capital gain tax
avoidance or deferral that
drives this transaction and
makes it attractive to
many people contemplat
ing the sale of highly
appreciated assets. ♦
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Financial Planning With Charitable Remainder Trusts
Continued from page 4

The CRT trustee sold the stock and
invested the proceeds in a portfolio of
marketable securities. The first year distri
bution to the client was $100,288. Table 1
on page 4 shows the projected annual dis
tribution assuming that the trust earns 8
percent per year. By the end of the client’s
18-year life expectancy, the annual distri
bution will have increased to $155,151. If
the client died at that point, the designated
charity would receive $3,183,700.
Since the assets belong to the CRUT
rather than the client, they are not a part of
the estate. A potential estate tax of

$1,751,035 has been avoided, although in
all likelihood the client would have avoid
ed it without the CRUT by leaving the
assets to charity at death.
As an additional note, the plan is to use
the annual CRUT distributions to make
cash contributions to the client’s private
foundation, which under 1995 law was not
a viable alternative recipient of the contri
bution since the tax deduction would have
been limited to the basis of the stock. The
fair market value deduction for contribu
tions of appreciated stock to private foun
dations has been reinstated for contribu

Repair or Replace Life Insurance Policies? A Case Study
By Glenn Daily, CFP
Glenn Daily, CFP. is a fee-only insurance
advisor to individuals, businesses, trustees
and other advisors. Based in New York
City, he specializes in life insurance and
annuities and is the author of Life Insur
ance Sense and Nonsense. In this article,
which is based on article in Ameritas Life
Insurance Corp.’s Partners, Daily
describes how he advised a client about
two universal life insurance policies.
Fee-only advisers are well positioned
to review existing life insurance policies
for clients because the obvious conflict of
interest created by commission-based
compensation is eliminated.
Here’s a real-life example that high
lights the difference in approach between
fee-only advisors and commission-based
sales people: My 45-year old client had
two universal life policies, issued by two
large mutual companies with top ratings
in financial strength. The table shows
some of the important features of the two
policies.
Company B’s agent claimed that Poli
cy A was too expensive and recommend
ed that the client drop it and get more cov
erage from Company B. Company A’s
agent was ineffective in defending his
company’s policy. A third agent recom
mended dropping both policies and get
ting coverage from Company C.
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My client didn’t know what to think, so
he came to me for an independent review.
My objective was to answer these ques
tions: Are these policies providing good
value? If not, can they be repaired?

Salvaging Policy A
Policy A’s current interest rate of 7.05
percent is excellent, but its performance is
hurt by high cost-of-insurance (COI) rates.
Company A’s chief actuary confirmed that
the COI rates are unlikely to be reduced in
the future. Because the policy was issued
in 1984, it benefits from the percentages of
Internal Revenue Code (IRC) section
101(f), which are more generous than
those of section 7702. For example, under
101(f), at age 50, the death benefit must be
at least 130 percent of the cash value, but
under 7702 it is 185 percent.
This difference suggested a way to sal
vage the policy. By reducing the face
amount to the $100,000 minimum and
dumping a $40,000 lump sum, my client
could have an attractive single-premium
whole-life policy with a design that is no
longer available. If he holds the policy for
many years, the 5.5 percent premium load
is tolerable.
Why not dump in more than $40,000?
Because eventually there will be a forceout when the negative guideline annual
premium causes the sum of the guideline
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tions from July 1, 1996 through May 31,
1997.
Practice Pointer: CRTs are vehicles that
can be useful in many tax, estate, and
financial planning situations. While this
article discusses only the basics of CRTs,
it does provide planners with enough
knowledge about CRTs to recognize
opportunities when they may benefit
clients and a basis for pursuing more
knowledge of these instruments. CRTs
provide a way for planners to help clients
do well while they do good for their
favorite charities. ♦

Discount on Brentmark
Software
Through a special arrangement,
Brentmark Software offers Planner
readers a 10 percent discount on
Estate Planning Tools (This is the
software used by L. Kent Satterfield
for calculating and considering alter
natives in the case study described in
his article starting on page 1).
To obtain the software for $269
(list price is $299), call 800-8796665 and mention this article. ♦

The Docket
CPE programs of interest.
■ The 1997 AICPA Personal
Financial Planning Technical Con
ference. For details about the topics
covered, see the insert in this issue.

State Societies—
■ Oklahoma: How to Make
Money In PFP—Friday, November
15, 1996; Central Oklahoma Home
builders Association, Oklahoma
City, OK; 8 CPE credits; $125—
member, $175—nonmember. Con
tact Oklahoma Society of CPAs:
(800) 522-8261; (405) 841-3800. ♦

PLANNER
Repair or Replace Life
Insurance Policies?
A Case Study
Continued from page 6

premiums to fall below the sum of the pre
miums paid. A higher dump-in doesn’t
provide enough time to amortize the pre
mium load.
It took several rounds of correspon
dence with Company A’s chief actuary to
arrive at this solution and satisfy my client
that the policy was indeed worth keeping.

The Policy B Dilemma
Policy B is more problematic. It
appears to be lapse supported. In the early
years, the company used a high premium
load, a high surrender charge, a high insur
ance charge, and a below-average interest
rate to finance the interest bonus and low
insurance charges in the later years. The
policy has a minimum premium of $5,560
for three more years, and a face amount
reduction triggers a partial surrender
charge.
The design of the product leaves no
attractive course of action. One possibili
ty is a tax-free exchange to an annuity to
make use of the cost basis and shelter
future earnings from income tax. Howev
er, dropping the policy would probably

Evolution or Extinction?
You Make the Call
Continued from page 2

These are a few simple techniques that
you can use in your practice to avoid
extinction. Changes are happening in the
CPA profession from many perspectives.
Prepare to do all that you can for your
clients or you will force them to make a
change.
The writing is on the wall about finan
cial planning, and it is on the wall about
marketing. Practitioners who adapt will
excel; the others will just die out. You can
now provide your clients with complete
financial solutions. If you don’t provide
the solutions, someone else will. It is all
up to you: either evolve or become
extinct. ♦

be a mistake at this time, because the per
formance is boosted by the declining sur
render charge. The yearly after-tax rates
of return for the next ten years are likely
to be at least 6 percent. It is doubtful that
switching to an annuity or a new low-load
life insurance policy will provide better
value.

Lessons Learned
My client decided to leave Policy B
alone for now and review it again in a few
years. He also decided not to buy replace
ment coverage for the reduced Policy A. He
has learned a lesson, however, about buying
full-commission policies, and his future
purchases will be low-load products. ♦

Comparison of Selected Features
of Insurance Policies
Low-Load
Universal Life

Feature
Issue date

Policy A
10-19-84

Policy B
9-28-93

Face amount
Cash value
Cost basis
Premium load
Administrative fee
Cost of insurance:
Age 46
Age 48
Age 50
Age 55
Age 60
Age 70
Age 80
Interest rate

$850,000
$21,200
$28,600
5.5%
0

$1,000,000
0
$16,000
10%
$10/month

$2.97
$3.40
$3.90
$5.15
$7.70
$23.25
$64.00
7.05%

$2.58
$2.83
$2.95
$3.76
$4.90
$12.45
$37.07
6.20% +
10-year bonus

$2.10
$3.57
$4.59
$4.28
$7.19
$18.52
$50.99
6.45%

0
0

$15,500
18

0
0

Surrender charge:
Amount
Years left

$4/month

President Signs Securities Bill Into Law
By Phyllis J. Bernstein, CPA
Phyllis J. Bernstein, CPA, is Director of the
AICPA Personal Financial Planning Section.
Here she describes the impact of recently
enacted legislation on investment advisers.
Congress passed and President Clinton
signed into law, the National Securities
Markets Improvement Act of 1996 (Pub.
Law. 104-290). The law brings sweeping
changes to the regulation of mutual funds,
investment advisors and broker-dealers.
Most of the changes clarify whether the
state or the Federal Government is respon
sible for overseeing different parts of the
securities business. Legislators, regulators
and securities industry executives hailed
the bill, which Securities and Exchange
Commission Chairman Arthur Levitt
called “the most significant overhaul of the
securities regulatory structure in years.”
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With regard to investment advisers, the
law splits the regulation of the nation’s
22,500 registered investment advisory
firms. Under the bill, the SEC is responsi
ble for supervising investment advisers
that manage $25 million or more in client
assets. In addition, the legislation autho
rizes $20 million in appropriations to the
SEC for each of the next two fiscal years to
use in its oversight of investment advisers.
Along with uncertainty, there will also
probably be a lot of consolidation of small
investment advisers to take advantage of
having to register only with the SEC.
Additionally, many financial planners are
expected to become asset gathers or
money managers.
Investment advisers that manage less
than $25 million in client assets will con
tinue to be regulated by the states. The law
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to improve their oversight of investment
advisers, said Neal E. Sullivan, executive
director of the North American Securities
Administrators Association. Currently,
four states—Ohio, Iowa, Colorado and
Wyoming—do not regulate investment
advisers. The new law could expedite pas
sage of investment adviser regulations in
those states.
The law amends the Employee Retire
ment Income Security Act (ERISA) to
allow state-registered advisers, as well as
federally regulated advisers, to advise an
ERISA account. However, the ERISA
amendment expires in two years. Hopeful
ly, the amendment will be made permanent
after the Congressional committees of
jurisdiction have held hearings examining
the issues involved. We expect the SEC
will modify Form ADV, and we will keep
you posted about changes.
The law takes effect 180 days after it
was signed into law. It was signed on Octo
ber 11th (which is my birthday. What a
nice present from Bill!) ♦

AICPA

ed from doing so. Recognizing this potential
problem, the AICPA brought to the attention
of Congress that the problem resulted from
the bill’s definition of “assets under man
agement:” the definition does not include a
variety of advisory activities that can be
undertaken with respect to an investor’s
portfolio, such as asset allocation.
The bill was not amended because alter
ing the definition proved too difficult.
Instead, the SEC is given exemptive
authority for such situations. However, the
AICPA worked with the Senate Banking
Committee staff to clarify that it is the
bill’s intent that investment advisers who
may not have $25 million in managed
assets but who practice in multiple states
should be able to register with the SEC in
lieu of each individual state in which they
practice. The Senate Banking Committee’s
legislative report states that the Committee
intends the SEC to use its exemptive
authority to permit the registration of such
firms with the Commission.
State regulators plan a nationwide effort

Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881

gives the SEC the authority to exempt from
state registration those advisers for whom
registration would be “unfair” or “a burden
on interstate commerce.” States will con
tinue to license people who work for advi
sory firms. The new law also relieves
smaller advisers of some of the regulatory
burden by mandating that an individual
state may enforce only the requirements for
books, records, capital and bonding of the
state in which the investment adviser main
tains his or her principal place of business.
The law also establishes a national de min
imis standard to exempt any practitioner
from having to register in a state where he
or she does not have a place of business and
during the year has had fewer than six
clients who are residents of the state.
An excellent provision in the bill is
designed to keep felons from registering
with the SEC.
Many large investment advisory firms
with national or multistate practices, includ
ing accounting firms, currently required to
register with the SEC may now be prohibit
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